































The European Economy Group (EEG) was formed in 1998 within the framework 
of a Jean Monnet Action. Since  November 2000 its activities are partially 
financed by the Uni2-UCM Chair on European Economy. Its objective is to 
undertake and promote research and other academic activities about the 
European integration process. 
 
The EEG Working Papers Series disseminates the original and unpublished 
research of its members and collaborators. 
 







Group   1 
The Euro-Dollar exchange rate:  




Jaume I University and INTECO 
Javier Ordóñez
† 
Jaume I University and INTECO 
Cecilio Tamarit 






  In this paper we have applied two different but complementary 
techniques and approaches to the study of the evolution of the dollar real 
exchange rate in relation with the Euro-area currencies. First, using the panel 
cointegration methodology for both homogeneous and heterogeneous panels, 
we study the long-run relationship between the bilateral real exchange rate of 
the dollar versus 10 European countries, Canada and Japan. Second, in a 
time series framework, we use Euro-area aggregate or "synthetic" variables 
to study the behavior of the dollar/Euro real exchange rate. The selected 
specification obtained using the panel  techniques is an eclectic one, that 
supports the Meese and Rogoff (1988) real interest rate differential model 
augmented with two supply-side variables: the real oil dependence and the 
relative productivity in the non-tradables. The Euro-area variables support 
this type of results, although an additional determinant from the demand-side 
should be added (the relative public expenditure) whereas the real oil 
variable would be only significant in the short-run. 
 
  Key words: real exchange rate, cointegration, time-series, panel, dollar, 
Euro-zone. 
  J.E.L. codes: C33, F31. 
___________________________________ 
*The authors want to acknowledge the financial support of the projects SEC2000-
0751-C03 from the CICYT and GV01-129 from the Generalitat Valenciana. They 
also thank S. Mc-Coskey and C. Kao and K. Hadri for kindly providing the codes 
used to compute part of the tests and estimates. The rest have been performed in 
NPT 1.2, a Gauss r outine by Chiang and Kao (2001). We also thank Miguel 
Sebastián from the Research Department of the BBVA and Paco de Castro from the 
Bank of Spain for their help with the data on real oil prices and Spanish 
productivity, respectively. All the remaining errors are own. 
† Corresponding author: Department of Economics. Jaume I University. Campus de 
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